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KEY ECONOMIC INDICATORS: FRANCE 


All Values in Billion U.S. $ 
Unless Otherwise Indicated 5 : 
1973 1974 Cumulat. % Rate of 


1975 Change _Growth % 
INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 248. 287.7 
GNP at Constant (1970) Prices 206. 214.6 
Per Capita GNP, Current Prices ($1,000) 4, 5.5 
Plant & Equip. Investment, Curr. Prices 38. 45.8 
Indices: 

Indust. Prod. at Year End(1970=100)(9/75) 119 115 
Avg. Labor Productivity(Prev. Yr.=100) ; 105.2 
Avg. Industrial Wage (Prev. Yr.=100) (10/75) ; 120.2 
Labor Force (Millions), Yearly Averages ; 21.9 
Reg.'d.Job Seekers at Yr.End (000s)(10/75) 422 660 


MONEY AND PRICES 
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Money & Near Money Supply at Yr.End(9/75) 123. 
Year End Call Money Rate{Mo. Avg.)(9/75) Wi 
Indices: 

Retail Prices at Year End(1970=100)(10/75) 125. 
Wholesale Prices at Yr End (1962=100)(9/75) 172. 


BALANCE OF PAYMENTS 


Gold & Exch.Reserves ¥r End(10/75) -- 

Balance of Payments: Current & Long-Term 
Capital Accounts (6/75) - 2 
Balance of Trade, FOB-CIF(10/75) - 1. 
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Exports, FOB (10/75) 3 
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Exports to U.S., FOB (10/75) 
Imports, CIF (10/75) 3 
Imports from U.S., CIF (10/75) 3 
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5. 
1. 
U.S. Share (%) of French Import Mkt (10/75) 8. 
Book Value of U.S. Direct Inv., Year End 4, ats oa. 
MAIN IMPORTS FROM U.S. (1974-$ Mi1.): Machinery & Mechanical Appliances (998); Electrica? 
Machinery (346); Chemicals (400); Aircraft (272); Optical, Medical and Precision Instruments 
(218); Soybean Meal, Soybeans (390). 


Footnotes: D = C over same period of preceding year. 


* 
**E = Avg. growth rate for period indicated, measured on annual basis. 


1/ Embassy estimates for full year; 2/ French Government revalued reserve components as of 
m 30, 1985 at the rate of F 4.000 for $1, gold = F22,039 per kilo; 3/ As of month 
indicated. 


In order to assure comparability, franc figures for GNP, Invesdtent and the Money Supply 
for all years have been converted into dollars at 4.60F per dollar. Figures in the balance 
of payments section have been converted from francs into dollars at the rates prevailing 
during the periods in question. 





SUMMARY 


The French economy probably has begun a very gradual upturn based on 
somewhat firmer consumer demand. However, business trends are too mixed 
and tnvestment far too feeble to expect a pervasive upturn for some time 
to come, probably not until mtd-1976. 


Meanwhile, the aggregate measures of the French economy are unlikely 
to show any significant improvement through year-end. Real economic 
activity tn 1975 will be at least 3 percent less than tn 1974, with in- 
vestment registering a steep 8 percent decline. Unemployment passed 
the one miilion figure tn October and ft probably will continue to rise 


somewhat for several more months. The rate of inflation has turned up 
slightly with the first stgn of revival. Inflation remains a major 
concern of French economtc policy, as reflected in the balanced budget 
projected for 1976 and the continuation of credit cetlings on most forms 
of bank lending. 


The economic support program, launched tn September, has not 
generated the hoped for gradual tnvestment-led recovery, but it has 
succeeded in setting the stage for a gradual recovery, mainly by easing 
corporate cash flow problems which helped to slow down the rise in 
unemployment and to tmprove business psychology. However, a strong up- 
turn wiil not be possible until investment revives, and there is 
currentiy no stgn of such an upturn and none seems likely until the 
second haif of 1976. 


With a gradual upturn just beginning, American exports to France can 
Took forward to resumed growth in 1976. This year our exports will 
closely match the overall trend in French tmport demand. Thus while our 
share of market rematns virtually unchanged at 7.8 percent, total volume 
will fall slightly below the $4.3 billton (CIF) registered in 1974. In 
1976, tmports will rtse with tmproved overall demand and numerical con- 
trolled machine tools, tnstrumentation, advanced electronic gear and 
components, EDP pertpherals of all kinds, printing and graphics equipment, 
food processing and packaging machinery, energy systems, and construction 
equipment and materials appear to have promising prospects. 





CURRENT ECONOMIC SITUATION AND TRENDS 


"Waiting for Revival“ 


The first tentative signs of economic revival have appeared since 
September. Consumer demand ts somewhat firmer. Sales of automobiles 
and household durable goods have shown some increases, accompanied by 
the first rise tn housing construction in almost one year, even though 
apartment vacanctes at 64,000 (20,000 tn Parts) remain about the same 
as at the beginning of the year. The tndustrtal production index has 
stabilized since August after a prolonged decline, and tax on value 
added receipts by the Treasury registered a considerable gain in 
October. Inventories are generally at low levels, and many enter- 
prises foresee some increase tn production during the next several 
months as inventories are re-stocked. 


However, business trends are simply too mixed -- the steel, 
chemical and textile tndustries remain depressed -- and investment 
far too feeble to expect a pervasive upturn for some time to come, 
probably not until mid-1976. Still the general business mood is less 
gloomy, and despite wide differences of view about the prospects and 
timing of revival, the consensus seems to be that the worst is over. 


Meanwhile, the aggregate measures of the French economy are un- 
likely to show any significant tmprovement through year-end. The 
authorities are reluctant to admit offictally what everyone expects: 
that the level of real economic activity in 1975 will be minus 3+ 
percent compared to 1974; that the level of unemployment will continue 
to rise above the one mtllfon figure recorded tn October; and that the 
response to the government's fiscal tncentives for business investment 
has been virtually nil. 


In brief, the current economic situation ts that the downswing 
of the inventory cycle has about run its course with somewhat firmer 
consumption currently reflecting matnly consumer replacements. In the 
next few months, the rebufiding of inventorfes will be the major con- 
tributor to economic growth. Beyond this, unless current fiscal and 
monetary policies change, the timing of a broadly based revival wili 
eae depend upon domestic consumption expenditures and foreign demand 
in 1976. 


Price, Wage and Balance of Payments Trends 


The moderate firming of consumer demand since September has been 
accompanied by a rise in consumer prices. The current yearly rate of 
price inflation of 10.2 percent remains well below the high point of 
15.2 percent reached last December, but in terms of three-month moving 
average changes (compounded at annual rates), the October figure of 





9.2 percent represented a further acceleration from the low point of 
8.5 percent recorded in August. Retatl prices for food and services 
have led recent overall price increases. 


Inflation remains a major concern of policy makers. The budget for 

1976 is projected to be tn balance, and in November the official ceil- 
ings on bank lending were extended through the first half of 1976. 
Official credit ceflings exclude medium and long-term export credits 

and energy saving projects, while a higher ceiling applies to short- 
term export credits, but stil] the bulk (roughly five-sixths) of bank 
credit is subject to the offictal cetling, under which present rules 
allow a maximum permissible tncrease of 1 percent monthly, or a 9 
percent increase from fourth quarter 1975 through second quarter 1976. 


Whether moderate fiscal and monetary restraint can hold inflation 
at present levels, much less achieve the 6 percent annual rate target, 
is far from certain, particularly tn view of recent and prospective 
wage increases and the more or less automatic adjustments in rents, 
services, and wages that are based on various indices. 


The foreign trade balance turned sharply negative in October. 
Given the deciine tn nominal export figures tn recent months and in- 
creases in imports, jargely related to re-stocking producer inventories, 
the French trade balance appears headed for widening deficits in the 
coming months. However, in view of the large surpluses registered up 
to October, a trade surplus of about $1.5 billion ts projected for 1975. 
Continued medium and long-term borrowing in Eurocurrency markets plus 
relatively high domestic tnterest rates probably will sustain net 
capital inflows for some time to come. However, the franc, which 
strengthened agatnst the field during most of 1975, seems likely to 
weaken somewhat in the coming months. 


The Economic Support Pro 


When the economic support plan was announced on September 4, 
French economic policy was based on the assumption that an upturn would 
have occurred in any case within the next six months. Thus, the 
economic support program was not designed to trigger and sustain a broad 
economic upturn, at least not on its own steam. It was designed, first 
of al!, to prevent an overall worsening of the economy in the closing 
months of 1975, and, secondly, to assist a gradual upturn which was 
designed to be led by new investment. 


The economic support program has succeeded in its first objective 
and it has partially succeeded in its second objective, despite its 
failure to stimulate business investment, mainly by easing corporate 
cash flow problems which helped to slow down the rise in unemployment 
and to improve business psychology. The one-fifth of the $10 biliion 
program spent on a package of one-shot social security and educational 
benefit payments probably contributed to the somewhat firmer consumer 
demand evident since October. 





However, four-fifths of expenditures under the program were 
aimed at investment, supported by substantial fiscal incentives due 
to expire December 31, 1975. Except for public works investment and 
those relatively few industries currently ben€fiting from somewhat 
firmer consumer demand, the response of business investment has been 
virtually nil. Investment in 1975 will almost certainly be about 8 
percent less, in real terms, than it was in 1974, and many observers 
expect this trend to continue until at least mid-1976. 


Thus, it is evident that the revival of the French economy in 
the coming months will depend mainly upon internal consumer demand 
and foreign demand. Domestic consumption generally is expected to 
rise slowly, at an annual rate of about 2.9 percent, considerably 
below the almost 5 percent average level before the recession. For 
this reason, French industry is closely watching foreign demand, 
especially in the Common Market and particularly in West Germany. A 
revival in export orders would be a signal that an upturn jis on 
more solid ground. It seems unlikely that investment will accelerate 
broadly until such evidence is well in hand. 


Which Way Now? 


Throughout the recession that began in the final quarter of 1974, 
and even following the economic support program launched last September, 
economic policy in France has kept inflation and international balance 
of payments objectives very much in mind. In short, the authorities, 
whiie no doubt desiring an economic revival, also want it to be 
gradual so as not to rekindle inflation and worsen the country's 
external position. Even though attempts to initiate a gradual invest- 
ment-led revival apparently have not succeeded, at least under present 
programs, a moderate revival is just beginning, based for the moment on 
domestic consumption and inventory accumulation. 


Since domestic consumption is expected to grow slowly in 1976, 
the overall upturn will be correspondingly moderate in the coming 
months. If foreign demand improves, the pace of economic recovery will 
pick up. By mid-1976 domestic consumption and foreign demand could 
cause a revival in investment, and if all goes well, by the last quarter 
of 1976 the French economy could regain a sustainable growth rate of 
about 5 or 6 percent in real terms. At any rate, some such scenario 
seems to be the overall objective of current economic policies. 


While such a development seems attainable in 1976, there are certain 
dangers. First, the rate of inflation has turned up with the first 
signs of revivai, and it could easily accelerate as the economy advances. 
Second, a gradual recovery stretching over almost one year may be difficult 
to sustain. Recovery by its nature is a time of considerable pressure -- 





on wages, profits, sales, overhead costs -- and these pressures will 
be exacerbated by an overall price tnflaticn possibly exceeding 9 
percent per year going into 1976. For these reasons a brooding doubt 
persists that recovery will prove short-lived, and all of these 
elements tend to make business investment cautious. It is evident 
that sustained economic revival in France will require a very con- 
siderable increase in current levels of investment. For the time 
being there fs no sign whatever of such an investment upturn, and the 
best that can be said fs that it might occur tn the second half of 
1976. 


In summary, the French economy probably has already begun a 
very graduai upturn. The rate of growth may be exaggerated by 
inventory re-stocking during the next few months, but the underlying 
economic trends will rise siowly with 1fttle reduction in unemployment 
until next spring. If inflation doesn't worsen sharply, and if 
foreign demand revives, investment will begin to pick up at mid-year. 


IMPLICATIONS FOR U. S. BUSINESS 


In global terms, American exports to France in the first half of 
1975 closely matched the overall? trend in French import demand. Thus 
our total sales in thts pertod dropped by about 8 percent and our 
market share remafned virtually unchanged at 7.8 percent. With French 
import demand stiil stagnant tn the second half, tt seems likely that 
our deitvertes to France over the whole year will fall slightly below 
the $4.3 btlifon (CIF) registered tn 1974. 


For individual ttems, however, there have been significant shifts 
from the gichal pattern. There were sharp rises, for example, 
in our sales of cereals, fuels, tnorganic chemtcals, woodpulp and 
cotton, and drops tn ct! seeds and restdues, organic chemicals, ships 
and non-ferrous metais. The most important broad category, i.e. 
machinery and equipment, followed the general downward trend, but 
sales of instruments, electrontc components and other high technology 
hardware continued to rise. 


With a gradual upturn just beginning and with low inventories, we 
can look forward to a revival of French imports generally, including 
capital goods, in 1976. Since the U. S. has its strongest market 
position in capital goods, we anticipate a significant turnaround in 
such sales tn 1976, with a value growth of perhaps 20 percent over 
1975. Judging from French buyer interest in our recent trade shows, both 
in the U. S. and at the U. S. Trade Center in Paris, the most promising 
categories would appear to be numerically controlled machine tools, 





instrumentation, advanced electronic gear and components, EDP 
peripherals of all kinds (but particularly data telecommunications), 
printing and graphics equipment, food processing and packaging 
machinery, energy systems, and construction equipment and materials. 
Our agricultural exports to France should also rise substantially, 
at least in value terms. The outlook for consumer goods is somewhat 
less favorable due to the relatively strong dollar and the high 
level of unemployment ifn France. 
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